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mmuwmm 01 SXJUT* SUB-QOICMITTD M A R OF TXTLI IX
OF fn l t n m BILL or 1935

fho principal objootlYos to bo achioYod by Titls II of the

BUI of 1933 «": (1) to iaproro tho adniBlstratiTO a»chiaary

of tho Todoral Bosorro Syitoit; (?) to dotoralao aoro eloavly tho dis-

trlbutioa of authority aad rospoaslbillty botwooa tho rodoral Bos«n/o

Board aad tho Bossrro banks; (3) to olialnato vaaocosoary rostrlotions

on tho HoMrrs banks aad tho aonbor banks thut bars proYtd to W in-

offsctlYo la provoatlac di oast or aad aro now haapoxlac oeoaovlc

roooYory; aad (U) to aako i t el oar that i t i s tho daty of tho *odoral /

Bossrvo Systoa to contribute what i t eaa to tho rostoratloa of

prospority sad taoroaftor to uso i ts lnflaoaoo towards tho aalnt<

of stability in businoss aad smployaoat.

Tho swb-eoamlttto sub*tituts for Tltlo II doss aothinc towards

>llshinc thoso parpotoo. By rotalnin^ tho Chairamn, as woll as

eroatlnc a nrotidont of tho Rosorro banks, it eontlaaos tho •xiiting

dual aad elwasy oraanlsatiea; by failing to aako it eloar vhors tho

rosponslblllty for aoaotary policy l ios , sineo soao of tho powsm

aro loft la tho baaks, soao la tho Board, and soao Ta«uoly in tho

proposod Opoa aarkot Ooamlttoo, tho tab assulttoo bi l l fal ls to fix

cloar-cut roopoasibllity. It also fai ls to glw* tho Syttoa a broad

objootiTo toward which it amst aao i t s powors. llnally, tho sub-coavlttoo
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does not go far enough in removing unnecessary restriction* on the

Reserve banks, in regard to e l i g i b i l i t y and collateral requirementr,

and on the member banks, in re£»rd to real estate loans, to Increase

effectively the abi l i ty of the banking system to contribute i t s best

effort* towards economic recovery.

The proposals and omissions in the Senate sub-committee b i l l are

dlecussed in more detail in the following paragraphs.

1. The aub-comaittee't pro osal provides that the governor*

of the /ederr.l eserve banks shall be known as presidents and that

there shall also be vice-presidents. Both of these officers shall

be elected by the directors of the Vedernl e*erve nnks subject to

approval every five years by the Federal Reserve Bonrd. Ho change in

the existing law i s proposed in relation to the chairman of the

board of director? and federal .eserve agent.

This proposal defeats the object of the urorosed legis lat ion

because i t does not do away with the dual organisation of the Vedernl

reserve banks, with conflicting jurisdiction, duplication of effort,

and diffusion of authority bet*e~n the Chairman of the Board and the

president of the bank. The Sub-committee b i l l greatly increases the

power of the Federal Reserve Board because i t would in addition to

retnining the Authority to nppoint the Chairman of the 2oard have

the power to pass upon the appointment of the president (or Tiovernor).

The purpose for which the modification in the existing raachinery was
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>d would, therefore, not be accomplished and no useful

would be Barred by tha prooosrl. Tha change In the t i t l e

of tha Governor i t a tr iv ia l natter but one which ircruld cause

Pinnacessery irri tat ion.

. Tha recommendation that directors of Reserve banks do not

serve for more than two consecutive terse i t omitted in the sub-

committee b i l l . The purpose oi* the provision wa« to ;revent

crystal l isation of interests of mrtlcular groups in the directorates*

Tha omission, therefore, i s undesirable.

3* In relation tc the i;edar&l reserve Boar4, the 8ub-comroittee

b i l l proposes to change i t s t i t l e to Board of Qovernors of the federal

".eserve System. It ?ro~voses the eiialnation of the two ex officio

•smeare and the establishment of a new board of seren members to be

sated by the President. lo qTmllfic&tlons are proposed for the

•amberK, but they are to be selected by the President, with due rspurd

to the various economic interests of the country, with the provision

that at least two shall hare had tested b&nkiAg experience. The tern

of office i s for fourteen year*: the salary i s $15tOQOl »Jttd there i s

no provision for pensions*

titbout consenting on the prooosed change in the composition of

tha Board, i t may be stated thrt it would be unfortunate not to

provide qualifications for Board members along the line* suggested

in the House b i l l , nanely, that they shall be qualified by training
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or experience or both to aid In the formulation of national economic

and monetary pol ic ies . ffcla qualification vouid tiaphaeire the

character of the auties oi the iDoard and «ould sake i t more diff icult

lor the rrefiaent to appoint and to secure the confirmation of un-

aualified nereonr. i4ne omission oi i>ensions ie aleo regrettavle.

Bferd members should At leant be authorised to participate in tne

pension plan oi the rooezrl e«erve System. It uouid aleo 6e desirable

to proriae that meabers hereaiter appointed shall be retired at seventy

years oi age.

Ihere i s a provision in tho sub-com-nittee b i l l requiring that

not more than four lae-nbers oi tne board of jorernors shall belong vo

09B pol i t i ca l party. This matee the Boara a bi-partisan roara

whereas i t ought to be non«r>artisan, and non-political* It vouid be

much better to provide thet a l l the boara merabers shall be qualilied

for the worn they roust ao rather than that the two pol i t ical parting

shall be Adequately representea.

xhe p-ab-coaaaittee b i l l omits the power 02 the f'ederai Reserve

:onrd to delegate sonie 02 i t s authority to individual wernoers or itixer

r i f i m a t l ive t . .-i:f ii an undesirable raitt lN b m w 11 snd.4

prevent the Board from relieving i t«e i l 01 • mass 01 routine auties

wnicn couid be es well or better perlormed by individual znerr.bers or

oy the regional
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if* The sub-coiamittee b i l l provides that the Chairman and Vice

01 the Board of Governor! be appointed by the President for

iour-year terms, rhis i t undesirable because at the exoiration of the

four years, which Tiight or might not coincide with the term of office

of toe President of the United States, the Chairman would run the risk

of not being reappointed, would in that case usually not want to stay

on the Board, and yet would not be permitted to return to his banking

business for two year*. It would be extreaely diff icult under these

provisions to secure capable executives for the position of Cheirmaa

ox the .x>ara. It would be preferable to have the designation of the

Jnainaan of the Board be at the pleasure of the President, *s i t i s in

effect in existing law. II the Secretory of the Treasury and the

Comptroller of the Currency are not to be members of the Eor.rd, the

designation of the Chairman will be the only direct link between the

President nnd the Board and he ought to be in a position to have in

that post a man who i s in general sympathy with his economic program,

li i t i s deemed desirable to Increase the independence of the Board

from the administration In pover, then i t would be •*§* to make the

Chairman appointed as such for his entire fourteen-year term at Member.

A man could afford to accept an executive position for a period as

long AS that while he could not afford to do so for a period of four

years, which would be long enough to get out of touch with his private

business and yet not lon^ enough to offer an opt>ortunity for continued
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public earrlce. The restriction about accepting posit ion* with the

•eaber bask* should be oR.de inar-lirnble to th#> nh»1rn^n, ** if pro-

posed ia the House b i l l . In. fret. th*» r#«tTi^ti^n ^onld t>« <>11ntnated

from the 1*% altogether without w.crffiee of th# ^ubHo *nt*re»«t because

the a«nb«rs of the Board har« f«w ovport'onltle* to r%nAnr »arrla#t to

•aster baairs aad tba creeaution la, Uu»refor*>, not necfiwrv, Jt would

b« irach mori» logical to har« th«t re«triotion ftrrply to the ^re^i^ants

(or gOT»rnor«) of individual e*rrr* b^nkp, nh* are in coantant contact

with the manb r̂ bwiic*, but to who* nr> fmnh r^ttric^^n r.ppiif»««

5. "Ph« frab^copaiitte© b i l l ->-<T> <">*e*» 1^ #ff^ct th# con^imjance ot*

tht ao-callac ••ctlon 10<4b) of th* ?«dar^l ^wftarre Aet, which -f»Tnit«

4dT':nc*f 07 en#rre baokt on •ati«^f«ctory »attt» *t a •^ îw1t'r' r*te whan

hastrt1 eli-Hlblr wr+r hff b«an *xhf»u«t«d. It if r>ct rr t>c~f-table

Fub«titxit« for ti • n th* Fmx«e b1l) , wh r̂h •?.• Int^cde^ to

raaoTa thi» xnmw*wry ilatlae%loB« "betvafn C\FI*9^- af perpar "b«»*frd on

form »nd •wtmrltf. bflnkf h^re t-> ^arcc«tr«ti» t l»t %bt e no

ibl#» p«rr*r aa^ J igt* to r*y * penelty r*»t«» on adTrncee on

inali^ible pp^^r, tl LI rot penre lha r«xrro«r of r«klr i faal

ner» r+ ext*»n^ Loc^ar-tUw ^"fdit r^th thr ?«rtn^rce that the

F«»daral jte»arw« bA&ka will coaa ts th»1r aaalttaBM «e of

f»o lo«€ P« their a»a»tf> IT* r • . ' ir true that the

I «li«irrt»« the r#qTi1renieT>t tbl I cirrram«t«T5ce? un^r which

1 i f ib le pr- B be Ttaâ  at e >r*i* of borrorinc fftipt be rxeaptloaal

lansuaga i t net miffluent

to oa«t the Pitv^tion i f It i s th« intention to encourage tha banks
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to be nore r i l l i n g to contribute to business recovery. Srperienct

has demo at t rated that technical rrorS**^* do not t>rot«ct the

systet* a&tinst di«*«*t»r. ifhat the Io««e bi l l vropop*? i s that the

vesenre banks look to th9 «ubstftnce ratb*r than t>>* for* of th? -

and th*t they recoguir* their obligetio^ to T»r*rent N&nV-s »Uh

*«s«tc from b«in« oblijttd to elo^e th«lr door«# The rub-corn It

b i l l i s a h»lf-heart«d ^ftnre \u th»t dirocti^rj «ind i t not

subttltutft for the orlgia«l ^rot»otu»i.

6. Ttm wib-conwiit;e« r>rovi««\ons OP. Ibt ^T?*B ¥tjte»t OoaBittse #.r«

absolutely uv«atl«f»ctory. The Coavitt^p i« to coatlst ol the. Board

of KeTen netsbere and fiTe pr#«lAeats 9t the "3<?«#rr'j b-inV*, s«l«cte4

by th<» t»^lv* •r«ti4m%fia This r»«wlt« in <n 9V*»n m»her.

is b^-l, *»nd In a poor distribution of tb# wwVb#rsMr#

fire T>T«siderjt•, witk tb» «s«i«t*r»<;*» of one Howrd Ttesrber, would

be able to t4 ~oc«?Min£«; >ut# »rr«

d brv«9 M -"ntrority *h?t«oeYer »xc*^t to

< -*'itr~l rmrposo o^ the l#$i slat ion, ^hi-sh i« t- -ntrate

«uthoritv «nd r*»r->on*i'bU' ty fr̂ r -Kvi^tnry rolicy i»* on« body, wnld

be ^9fe't»^ ŷ tne - -utttue pr7po«*l. Tt It not <?l*sr ^

nded to be Xh r-~9&-»r*t but i t tould *••« that tbe

basks would r*jt"ia the; f,y tc do i s they ~1- bô tt open-

market oper^ti->ns, ubject to auproTal by the Board and regulntion*

by the Coarlttee.
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However the Committee nay b« constituted, i t should hare Clear-

cat oarers of imposing l i t nonet ry o l ic ies on the System; otherwise

the Systesi would not be in * position to discharge i t s responsibl l i t ies .

Ihe sub-consul tte-: b i l l £«ve? th« ooasiittee no authority whatsoever

« n r the other two instruments of monetary o l icy , changes la reserve

• -.'•.-. -,i- . \ - Lewart r te«« b i t vvol: :ak« it ^-libi^ f-̂ r

« aitTLition to f .rl ie where t: B Market Coaaitte* v •- ttw. t i t-

to ?Tirsu8 ono crp-at olicy . nd th© Bo rd -id banks null i f ied th-.t

ol icy ty the use of the other lnstrontnts. For exsaaple, the Open

Market Coonittee ni§Jit dec! -e to ease credit by reoosnssidlng ourch v>3

of ftecuritie* and the Board »nd the banks might decide to ti^aten i t

by raising rasarr* r-cuiren«nt« or ii'tccurt rates. o clear-cut,

bifjrnonious, mtior I ol icy coxild tn achieTed \md«r this set-up.

I t i s no iiaprov«»cnt *>r«?r tiie existing 3itu t ion, which i t h the asjap-

oose of tho proposed legis lat ion to correct.

7. Tha sub-coranittprt M i l provides for no objectire for the x>licy

of the federal Reserve oysterc. rhe Feder 1 eserve ct says th t the

.- ederrd ieserT^ brinks mat : ccosnodate I'MHsasras asd business. This

represents a narrow and inadequate conception of thr> functions of

the iystecu It i s not i t s business merely to >rovide 1—oismo xtion

to comerce aad business whan business desires i t . It la Its function

to exercise such cowers « i t hrs to influence in th^ nubile interest

the ToluBe of ^T 11 ble Means of paynent for al l she pssfls of the
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United °-ta$es. Seco^nition of this function of the System ;%nd of

the . c it rau3t i3« i t s 1 far t] - • -or*otln.«*

business I »y and ful l <sn~>loyaent i > the very henrt o*

jrooosed leg is lat ion.

reversion at this crucial r>oint to the obsolete idea that

the federal Reserve System should be a passive agent of trade, in-

dustry, r.nd griculture, .vould be • fatal defect in the b i l l .

5. The sub-coosaittec b i l l omits e l l reference to the ^rooosal in

the House b i l l by which the federal rfeae^re bnnks would be freed fron

the expensive, unnecessary aat cumbersome provisions bout coll ter*l

against Federal Heserve notes. These proviaiona serve no useful

purpose, do not irnnrov* the quality of federal reserve notea, rud yet

have dangerously hampered th* Federal eserve Uystem at times when i t

should have been ble to combat deflation, detention of theoe orovi-

sions i s another indication th'.t thr b i l l i s not in harmony with the

understanding of the practical operation of thr :<eder&l 9tmrfe oysten

which experience for over twenty years has developed.

9« The sub»cois8iittee b i l l omits the section which uthoris<*s the

-dor i eserve i rd to rsiTt f f t t l r f s s i t i f#i ksit^lesi o: lsjsjmi

banics to the Federal eserve System, This omission i s unfortunate be-

ciuse, i f the V%nics rjre obliged to join the Federal eserve System, i t

should be within the oower of the Board to fac i l i ta te this by temporarily

waiving caoit.id . nd other requirements. It i s an important step in the

direction of unification of banking and ou^it not to be omitted.
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10* The provisions in the sub-cy mittee b i l l on real estate

loans ire unsatisfactory in two principal respects: First , the pro-

Tition that vznortized real estate loans are e l ig ib le at member banks

only i f the rate of amortization i% such as to reduce the principal

by 50 Percent in ten years would make the burden on the borrowers

unnecessarily heavy in the early y?ars« Secondly* the srab-coanittee

b i l l omits the right of the federal -eservp Borrd to prescribe regu-

I tiona for real estate loons made by State member banks* This i s

liigkly •undesirable because i t perpetuates conflict of jurisdiction.

If the Federal eserve Systera i s to be resryonsible for promoting sound

banking conditions, i t should hare the power of prescribing regulations

for a l l member b.-nka. 2he ndnicnm requirement that could be considered

in this connection would be that the proTisions of the la* should

oply to a l l member banks but should not be interpreted as prohibiting

such real estate loans by State banks as may be permitted sgf the lavs

of the States in which they are located*

11. The sub-committee b i l l l imits the authority of the federal

fiessrrs Board in regard to changes in reserre requirements by providing

at a gininua the maintenancn cf existing recpairem^nts and as a wnrinrm

an amount twice as l^rgc. ?he oaxiaom limit i s inadequate because in

the ^resect s i tuation, with 2 1/2 bi l l ions of existing excess reserves and

5 or 6 bi l l ions of additional excess reserves that may be created through

means now in s i g i t , the Fader id veserve Bo*rd should hare the power to

protect the country against in li.tion caused by the unreatrictod use ot
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reserve*. If It i t rtssasft deiirable to provide a M T I C T

limit, i t had better be that the federal eserve Board shall not have

the authority to raise researv* requirements beyond the -oint where

they would absorb in the aggregate the excess reserves existing at

the tine. This would afford a eafefuarl against unreasonable advances

in reserve requirements and9 t the sane tine* wo îlj provide protection

against inflation*
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